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Financial-compliance audits are conducted by the Legislative Audit Division to determine if an agency’s 
financial operations are properly conducted, the financial reports are presented fairly, and the agency has 
complied with applicable laws and regulations.  In performing the audit work, the audit staff uses 
standards set forth by the American Institute of Certified Public Accountants and the United States 
General Accounting Office.  Financial-compliance audit staff members hold degrees with an emphasis in 
accounting.  Most staff members hold Certified Public Accountant (CPA) certificates. 
 
Government Auditing Standards, the Single Audit Act Amendments of 1996 and OMB Circular A-133 
require the auditor to issue certain financial, internal control, and compliance reports.  This individual 
agency audit report is not intended to comply with these reporting requirements and is therefore not 
intended for distribution to federal grantor agencies.  The Legislative Audit Division issues a statewide 
biennia l Single Audit Report which complies with the above reporting requirements.  The Single Audit 
Report for the two fiscal years ended June 30, 2003, will be issued by March 31, 2004.  The Single Audit 
Report for the two fiscal years ended June 30, 2001, was issued on March 26, 2002.  Copies of the Single 
Audit Report, when available, can be obtained by contacting: 
 
Single Audit Coordinator      Legislative Audit Division 
Office of Budget and Program Planning    Room 160, State Capitol 
State Capitol       PO Box 201705 
Helena MT  59620      Helena MT  59620-1705 
Phone (406) 444-3616 
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December 2002 
 
 
 
 
 
 
The Legislative Audit Committee 
of the Montana State Legislature: 
 
This is our financial-compliance audit report on the Montana Board of Housing (board), a component 
unit of the state of Montana, for the two fiscal years ended June 30, 2002.  Included in this report are four 
recommendations to the board concerning authorization of investment transactions, the Affordable 
Housing Revolving Loan Account, unrecorded activity on the State’s accounting system, and fund 
placement.  Our unqualified audit opinion on the board’s financial statements is on page A-3.  The 
written response to the audit recommendations is included at the end of the audit report.  We thank the 
executive director and his staff for their assistance and cooperation. 
 
       Respectfully submitted, 

 
     (Signature on File) 
 
     Scott A. Seacat 
     Legislative Auditor 
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This report contains the results of our financial-compliance audit of 
the Montana Board of Housing (board) for the two fiscal years ended 
June 30, 2002.  We issued an unqualified opinion on the financial 
statements presented in this report.  This means the reader may rely 
on the financial information presented. 
 
This report contains four recommendations.  The recommendations 
address investment transactions, Affordable Housing Revolving 
Loan Account expenses, activity not recorded on the state’s 
accounting records, and fund placement.  The previous financial-
compliance audit report contained no recommendations to the board. 
 
The listing below serves as a means of summarizing the 
recommendations and the board’s response. 
 
We recommend the board send only the signatures of 
officials authorized to approve investment transactions to the 
trustee..........................................................................................3 
 
Board Response: Concur.  See page B-3. 
 
We recommend the board pay administrative costs from the 
Affordable Housing Revolving Loan Account in compliance 
with state law. ..............................................................................4 
 
Board Response: Concur.  See page B-3.  
 
We recommend the board ensure it records all investment 
and bond liability activity on the state's accounting records 
by the end of the fiscal year as required by state law. ......................5 
 
Board Response: Concur.  See page B-3. 
 
We recommend the board seek legislation to amend section 
90-6-133(1), MCA, to place the Affordable Housing 
Revolving Loan Account in the enterprise fund. .............................6 
 
Board Response: Concur.  See page B-3. 
 
 

Recommendation #2 

Recommendation #3 

Recommendation #1 

Montana Board of 
Housing 

Recommendation #4 
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We performed a financial-compliance audit of the Montana Board of 
Housing (board) for the two fiscal years ended June 30, 2002.  This 
report includes the financial statements of the board for the fiscal 
year ended June 30, 2002, and the comparative statements for the 
fiscal year ended June 30, 2001, reported upon in the financial audit 
for that year.  The objectives of our audit were to: 
 
1. Determine the board's compliance with applicable laws and 

regulations. 
 
2. Recommend improvements in the board's management and 

internal controls. 
 
3. Determine if the financial statements prepared by the board 

staff fairly present the board's financial position as of June 30, 
2002, and the changes in its financia l status for the two fiscal 
years then ended, in conformity with generally accepted 
accounting principles. 

 
This report contains four recommendations to the board.  Other areas 
of concern deemed not to have a significant effect on the successful 
operation of the board are not specifically included in the report, but 
have been discussed with management.  In accordance with section 
5-13-307, MCA, we analyzed the cost of implementing the 
recommendations contained in this report and determined it was not 
signif icant. 
 
The board was created by the Montana Housing Act of 1975.  The 
board is attached to the Housing Division within the Department of 
Commerce.  Under the Housing Act, the board does not receive any 
appropriations from the state’s General Fund and is self supporting.  
The purpose of the board is to provide decent, safe, sanitary and 
affordable housing for lower income individuals and families in 
Montana.  The board accomplishes this purpose by issuing tax-
exempt bonds to provide funds to purchase home mortgages, 
administering federal housing programs, and working in partnership 
with other housing providers throughout Montana. 
 

 
Introduction 

Background 
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In addition to the financial-compliance audit of the board, our office 
performs special engagements for the Board of Housing throughout 
the year.  These include agreed-upon procedures for the board and its 
underwriter to evaluate revenue, expense, and fund equity 
information when selling bonds, and reviews of preliminary and 
official statements to allow inclusion of our Independent Auditor's 
Report with the financial statements when the board issues bonds.  
We have also performed agreed-upon procedures at selected Board 
of Housing loan servicers to assist the board in evaluating the 
mortgage receivable information provided by the board's loan 
servicers and to determine compliance with contract requirements. 
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The Montana Board of Housing (board) has investments managed by 
an external trustee designated in the bond indentures.  To ensure 
these investments are handled appropriately, the board has adopted 
an investment policy.  This policy states that authority to manage the 
investment programs is granted to the Accounting and Finance 
Officer.  The Executive Director, the Single Family Program 
Manager, and the Multi-family Program Manager are authorized to 
approve investments in the absence of the Accounting and Finance 
Officer. 
 
During the audit, we found one instance where the external trustee 
processed an investment transaction that was not approved by one of 
the four authorized people.  Through discussion with staff we were 
informed that there were other instances where transactions 
processed without an authorized signature.  The fact that someone 
who is not authorized to approve investment transactions signs a 
form and a transaction is processed increases the risk that material 
investment transactions can take place without the knowledge or 
consent of management.   
 
We noted that the signature list provided to the trustee included 
signatures of staff who did not have authorization power for  
investment transactions.  The board should limit risk of unauthorized 
investment transactions by furnishing to the trustee an authorized 
signers list with only signatures of those who are authorized to make 
investment transactions. 
 

 
The 1999 legislative session created the Affordable Housing 
Revolving Loan Account (AHRLA).  The board has three sources of 
money for this fund.  The first source consists of loans granted to the 
board from the Federal Home Loan Bank of Seattle totaling 
$1,500,000.  The second is a transfer of $500,000 authorized by the 

 

Recommendation #1 
We recommend the board send only the signatures of officials 
authorized to approve investment transactions to the trustee. 

Investment Controls 

Affordable Housing 
Revolving Loan Account 
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legislature through Chapter 422, Laws of 2001, from the Section 8 
administrative reserve account.  The last funding source is an 
allocation of Temporary Assistance for Needy Family’s (TANF) 
block grant funds.  As of June 30, 2002 the board had not utilized the 
Section 8 or TANF funding.  Through our review of the AHRLA, we 
found an instance where compliance with state laws could be 
improved. 
 
According to section 90-6-133 (5), MCA, the board is required to 
pay the administrative costs of the loan fund from loan fund 
resources.  During fiscal year 2001-02 the staff spent time on the 
program and the board contracted legal services to create 
Administrative Rules for the program.  Staff recorded these AHRLA 
expenses in the multi-family program instead of to the AHRLA 
program.  This is contrary to state law.  It also understates the 
AHRLA expenses on the financial statements and overstates the 
multi-family expenses by approximately $6,000.  
 
Board management staff stated that they did not charge the AHRLA 
fund for the salaries because they did not have appropriation 
authority in the account for personal services.  Management also 
stated they thought the rules were only related to the TANF portion 
of the AHRLA.  Since the board has not issued any loans from the 
TANF funding, they had not received a cash allocation for 
administrative expenses.  Management felt they could not pay for the 
expenses in the AHRLA since they did not have a TANF cash 
balance.  Therefore they decided that the expenses should be charged 
to the Multi-Family Program. 
 

 
 
 
 

Recommendation #2 
We recommend the board pay administrative costs from the 
Affordable Housing Revolving Loan Account in compliance 
with state law. 
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Section 17-1-102 (4), MCA, requires that all necessary transactions 
be input on the state’s accounting system before the accounts are 
closed at the end of the fiscal year to present the financial activity in 
accordance with generally accepted accounting pr inciples.  The 
board of housing had $26,960,000 of bonds and investments that 
were not recorded on the state’s accounting system when the 
accounts closed.  The board had appropriately recorded this activity 
on its accounting sub-system, but did not update the state’s records.  
Both assets and liabilities are understated by $26,960,000 as of 
June 30, 2002 on the state’s accounting records, but are properly 
reported in the board’s financial statements.  There is no effect to 
fund balance since the assets and liabilities were understated by 
equal amounts.  Board management stated that they used a 
preliminary trial balance that did not have all activity on it when they 
updated the state’s records from the board’s own accounting sub-
system. 
 

 
Section 90-6-107(1), MCA, requires the board to deposit moneys 
used by the board in the Housing Authority Enterprise Fund except 
as otherwise provided by law.  In section 90-6-133, MCA, the 
legislature established the Affordable Housing Revolving Loan 
Account in the state special revenue fund.  This law specifies that 
principal and interest on loans from this account and investment 
income on the principal of the loan account must be deposited in the 
loan account.  In addition, the law requires the board to pay 
administrative costs of the revolving loan activity from the loan 
account. 
 
State law describes the enterprise fund as the fund used to account 
for operations whenever it is the intent of the legislature that costs of 
providing goods and services on a continuing basis are to be financed 

Recommendation #3 
We recommend the board ensure it records all investment and 
bond liability activity on the state's accounting records by the 
end of the fiscal year as required by state law. 

Unrecorded Activity 

Affordable Housing 
Revolving Loan Account-
Fund Placement 
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or recovered primarily through user charges.  We found that the 
activities of the Affordable Housing Revolving Loan Account met 
the description of an enterprise fund.  The board reported financial 
activity of the loan account in the enterprise fund in its financial 
statements.  Since the loan account meets the criteria for an 
enterprise fund set in the fund structure law and in generally 
accepted accounting principles, the law specifying that the account 
should be in the state special revenue fund conflicts with section 
17-1-102(2), MCA, which requires state entities to report 
transactions in accordance with generally accepted accounting 
principles (GAAP). 
 
Since section 90-6-133(1), MCA, places the Affordable Housing 
Revolving Loan Account in the special revenue fund, and GAAP 
does not require its activity to be placed elsewhere, reporting the net 
assets, changes in net assets, and cash flows of the Board of Housing 
in a single column presentation format, as if the loan account were 
part of the enterprise fund, is a departure from GAAP.  We did not 
report this departure because the amounts in the loan account are 
immaterial to total Board of Housing operations. 
 
To achieve compliance with state law and GAAP, the board should 
seek legislation to place the Affordable Housing Revolving Loan 
Account in the enterprise fund. 
 

 

Recommendation #4 
We recommend the board seek legislation to amend section 
90-6-133(1), MCA, to place the Affordable Housing Revolving 
Loan Account in the enterprise fund. 
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INDEPENDENT AUDITOR’S REPORT 

 
 

The Legislative Audit Committee 
of the Montana State Legislature: 
 
We have audited the accompanying Combining Statement of Net Assets of the Montana Board 
of Housing, a component unit of the state of Montana, as of June 30, 2002 and 2001, and the 
related Statement of Revenues, Expenses and Changes in Net Assets and the Statement of 
Cash Flows for the fiscal years then ended.  The information contained in these financial 
statements is the responsibility of the board’s management.  Our responsibility is to express an 
opinion on these financial statements based on our audit. 
 
We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America.  Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free of material 
misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements.  An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation.  We believe that our audit provides a reasonable basis 
for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material 
respects, the financial position of the Montana Board of Housing as of June 30, 2002 and 
2001, and the results of operations and its cash flows for the fiscal years then ended, in 
conformity with accounting principles generally accepted in the United States of America. 
 
The accompanying Management’s Discussion and Analysis on page A-5 is not a required part 
of the basic financial statements, but is supplementary information required by the 
Governmental Accounting Standards Board.  We have applied certain limited procedures, 
which consisted principally of inquiries of management regarding the methods of 
measurement and presentation of the required supplementary information.  However, we did 
not audit the information and express no opinion on it. 
 
Our audit was made for the purpose of forming an opinion on the financial statements taken as 
a whole.  The Combining Statement of Net Assets as of June 30, 2002, and the related 
Combining Statement of Revenues, Expenses and Changes in Net Assets and Combining 



 

Page A-4 

Statement of Cash Flows for the fiscal year then ended, are presented for purposes of 
additional analysis and are not a required part of the financial statements of the Montana 
Board of Housing.  Such information has been subjected to the auditing procedures applied in 
the audit of the financial statements and, in our opinion, is fairly stated in all material respects 
in relation to the financial statements taken as a whole. 
 

Respectfully submitted, 
 
(Signature on File) 
 
James Gillett, CPA 
Deputy Legislative Auditor 

 
November 7, 2002 
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